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AUSTRALIAN KEY ECONOMIC INDICATORS 


All values in USS million 
CcY75 CY76 CY77 Pct. Change 
CY77 ‘to 


Exchange Rate: US$1.00=A$* 0.765 0.801 0.899 CY76 
INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 84,886 95,157 96,046 isso 
GDP at constant FY75 prices n.a. 79,233 72,438 2.6 
Per capita GDP, current prices 6,129 6,801 6,764 11.6 
Plant and equipment investment 6,366 6,968 Wgizo 14.8 
Household Disposable Income 72,665 77,620 76,901 ie 
Industrial Prod. Index FY65=100 146 153 149 -2.6 
Weekly Wage Rate Index 1954=100 417.6 479.0 527.0 10.0 
Avg. Weekly Earnings (Males) 229.67 244.07 236.49 8.7 
Labor Force 6,012 6,084 6,179 io 
Unemployment Rate (2%) 5.4 5.4 6.5 - 


MONEY AND PRICES 
Money Supply (M3) 42,558 45,652 42,464 
Interest rates: 
Savings Bank Deposit Rate 3.75 3.75 3.75 
Comml.Bank Overdraft Rate 10.50 10.50 10.50 
Consumer Price Index FY67=100 191.7 219.3 239.6 
Wholesale Price Index FY69=100 176.7 195.6 212.4 
Retail Sales 23,904 25,558 25,085 


BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves 3,383 3,644 3,202 
Balance of Payments (net mone- 
tary movements) -992 -358 -1,257 
Trade Balance 1,948 1,946 Lait 
Exports, FOB 11,931 13,337 13,396 
U.S. Share 1,209 Lea 1,242 
U.S. Share 10.2 9.1 53 
Imports, FOB 9,983 11,140 12,271 
U.S. Share 2,000 2,338 2,538 
U.S. Share Z% 20.0 20.5 med 


PRINCIPAL U.S. EXPORTS TO AUSTRALIA: Aircraft ($152); Motor vehicle parts and 
accessories ($120); Tractors ($99); Organic chemicals ($95); I1.C. Engines 
($92); Construction and mining machinery ($92); Office machines ($86). 


PRINCIPAL U.S. IMPORTS FROM AUSTRALIA: Beef and Veal ($349); Ammonia, sodium 
hydroxide etc. (includes alumina) ($318); Sugar ($75); Shellfish ($61); 
Nonferrous metal ores ($36). 


NOTES: Percentage change in last column calculated on A$ figures. Because of 
the effect of changes in exchange rates, these figures do not correspond to the 
% change which would result if computed from the U.S. dollar figure. 
*Australian Reserve Bank Average Rates 


Sources: Australian Government publications. U.S. Department of Commerce figures 
for principal imports and exports. 





SUMMARY 


The Australian economy is characterized by depressed production levels, 
an improving inflationary picture, and rising unemployment. The latest 
statistics provide little concrete indication of an imminent end to the 
prolonged economic slow-down, but a mid-March survey of business 
expectations has shown somewhat greater optimism on the part of manu- 
facturers. 


The Australian government has placed primary emphasis in its economic 
program on controlling inflation. It succeeded in reducing inflation 
below the double-digit level in 1977, and a continued rapid decline is in 
prospect. Interest rates are following the inflation rate downwards. 


Production remains at low levels, and in fact, in the final quarter of 
1977 gross non-farm product dropped by 1.3 percent in real terms, 
seasonally adjusted. Unemployment has reached record levels, having hit 
7.4 percent in February 1977, and many observers expect it to go still 
higher. 


Imports into Australia are unlikely to increase substantially in 1978, 
overall. However, the competitive position of American exports has been 
improving as the U.S. dollar depreciates. Accordingly, export opportuni- 
ties for American exporters should remain good in those fields in which 
demand has continued high despite the economic slowdown. 


REKKKK 


CURRENT ECONOMIC SITUATION AND TRENDS 


Money Supply, Inflation, and Interest Rates 


Australian money supply growth has been reduced to levels consistent with 
minimal inflation. In 1977 the basic money supply (currency plus demand 
deposits) grew by 6.6 percent, a modest drop from the 9.1 percent rate of 
1966. 


Inflation has declined as the growth of the money supply has been 
curtailed, despite fears that the November 1976 devaluation might renew 
price pressures. For 1977 inflation dropped below the double-digit 
level, to 9.3 percent. By contrast, for fiscal year 1977, ending in 

June 1977, inflation was 13.4 percent if one includes the effects of a 
one-time change in national health care financing, or 10.2 percent if one 
excludes it. 





Viewing monetary policy in the context of a restrictive fiscal environ- 
ment and a great deal of excess productive capacity, there seems little 
question but that there will be a continuing fall in the rate of 
inflation. 


Traditional economic theory would lead one to expect declining interest 
rates as inflation moderates, and this has begun to be evidenced. The 
pace of decline is likely to be tempered by the fact that many rates were 
until recently negative in real terms. This is in part because the rates 
of many private financial institutions are determined in consultation 
with the government, a factor also making measurement of a true free 
market rate difficult. 


Nevertheless, using the average rate paid on Certificates of Deposit over 
$50,000 as an indicator, the direction of movement seems clear. In 
January 1977 the weighted average yield on these CDs was 9.73 percent. 
Their yield peaked at 10.72 percent in May and subsequently declined to 
9.61 percent by January 1978. 


Fiscal Policy 


Australian fiscal policy has been exceedingly tight. Measurement in the 
current year is made difficult, however, by changes in the payment period 
for company income tax as well as by complexities introduced by the 
declining inflation rate. 


Detailed analysis by a private economic institute suggests that with the 
FY 1978 budget Australian fiscal policy moved into a position of full 
employment surplus after two years of rapidly declining full employment 
deficits. The contractionary aspect can be surmised by comparing the 
1978 budget's planned deficit, A$2.2 billion or 8.3 percent of expendi- 
tures, with FY 77's larger deficit of A$3.6 billion, 16.4 percent of 
expenditures. 


However, realized expenditures and revenues appear to be diverging from 
targeted levels, owing to both a fall-off in revenues and to an excess in 
expenditures. Though the size of the final FY 78 deficit is therefore 
likely to exceed expectations, it is at this point difficult to say 
whether fiscal policy has thereby become more expansionary in full- 
employment terms. For instance, among the factors affecting both 

revenues and expenditures is a higher-than-expected level of unemployment. 


Superficially, the deficit appears substantial. For the first eight 
months of the fiscal year, through February 1978, expenditures of A$17.8 
billion exceeded revenues of A$12.9 billion by A$4.9 billion. The 

A$4.9 billion is 27.5 percent of expenditures. 





The difficulty of putting these figures into their proper context can be 
seen, however, from a comparison with last year. The deficit at this 
stage in FY 77 was an even higher 35 percent of expenditures, while for 
the whole year it was a greatly reduced 16.4 percent. 


Production 


Factory production in Australia, according to a well respected unofficial 
production index, dropped below year-earlier levels in March 1977 and has 
exceeded year-earlier levels in only one month since then (through 
December 1977). Though these levels are somewhat above the recession 
lows of 1975, they remain well below peak 1974 levels. There appears 
little immediate likelihood of any substantial change in this picture of 
curtailed production. 


Retail Sales 


Depressed consumer demand appears to virtually rule out any substantial 
near-term pick-up in industrial production. Retail sales in December, 
the month on which merchants traditionally pin their hopes, were up only 
10 percent over December 1976, barely greater than the increase in 

prices during the same period. For the quarter, sales were up 10.5 
percent over year-earlier figures. These figures exclude motor vehicles, 
whose sales have been even more depressed. The closest proxy for a motor 
vehicle sales figure is motor vehicle registrations, which slumped in 
December 1977 to 49.4 thousand from 61.3 thousand a year earlier. 


Unemp loyment 


The level of unemployment has grown rapidly in recent months and has 
reached unprecedented heights. In February, according to Australian 
Bureau of Statistics figures, it increased to a new record of 7.3 
percent, which compares with a 5.8 percent figure in February 1977. 


Wage Rates 


Wage rates increased by 10 percent in 1977, according to an index of 
average minimum weekly wage rates. This figure, which represents a 
small increase in real terms, is unexpected in view of the government's 
emphasis on reducing real wages through partial indexation. Each 
quarter, national wage hearings before the Conciliation and Arbitration 
Commission have resulted in decisions granting only partial cost-of- 
living indexation. Though not all workers are covered by the federal 
tribunal, the federal decision sets the pattern for wage decisions by 
state bodies. 





There would appear to be two possible explanations for the apparent 
anomaly. The Commission has granted greater percentage increases to the 
lowest paid workers, and it is these wages on which the index of average 
wage rates is based. In addition, increases outside the federal award, 
either through labor action or by state wage tribunals, may have raised 
some wages above the levels granted by the Commission. 


Whatever the explanation, the 10 percent figure suggests two things: the 
incremental labor cost of taking on new workers has not declined, in real 
terms, over the past year; and the presumably narrowed spread between 
lower-paid and higher-paid workers has made skilled workers proportion- 
ately more valuable to employers. Both factors operate to discourage 
hiring of new, less skilled workers, and to make overtime more attractive 
than the taking-on of new workers when additional labor is needed. 


This no doubt explains another apparent statistical anomaly. Official 
Australian figures show that employment has declined, but that the 
average number of hours worked and overtime have increased. In May 1977 
employment totaled 5,884,000, an average of 35.4 hours was being worked 
per week, and overtime averaged 2.3 hours, seasonally adjusted. By 
November employment had declined to 5,865,000, but the work week had 
increased to 37.2 hours, and overtime seasonally adjusted had increased 
to 2.5 hours. 


Despite the increase in hours worked and in overtime, average weekly male 
earnings increased by only 8.7 percent in 1977. This would appear to 
reflect an increase in the basic wage rate for skilled workers considera- 
bly below the 10 percent average for the lowest paid workers, since 
increased hours and overtime could be expected to push average earnings 
up by more than the increase in basic wage rates. Even so, the 8.7 
percent increase in average earnings coupled with production declines 
implies that wage costs per unit of output remained more-or-less constant 
in real terms in 1977. 


Capital Expenditure 


Capital expenditures present a mildly encouraging picture for the most 
recent period, with an increase of 17.7 percent for the December quarter 
of 1977 over that of 1976. However, much of the increase was in mining 
or in mining-related manufacturing. If this is excluded from the 
calculations, the growth in capital expenditures was only 10.1 percent, 
representing a negligible gain in real terms. Thus, to the limited 
extent that capital investment can be viewed as leading the economy 
towards expanded economic activity, it is primarily as a consequence of 
perceived foreign demand for minerals rather than of domestic factors. 





Balance of Payments and Trade 


The November 1976 devaluation of the Australian dollar has so far proven 
inadequate to restore balance of payments equilibrium. The average 

current account deficit has been slightly lower in the four months through 
February 1978 when compared with a year previously, but private capital 
inflow has continued below normal. Accordingly, balance of payments deficits, 
which have been experienced monthly since May 1977, continue unabated. 


For the eight months of the current fiscal year through February 1978 
the underlying deficit has been A$1.8 billion, of which A$946 million 
has been offset by a program of government borrowing designed to support 
the dollar. Because of the government borrowing program reserves remain 
substantial, though diminished from A$3.8 billion in February 1977 to 
A$2.9 billion in February 1978. 


Though the Australian government prefers not to float the Australian dollar, 
it has undertaken to devalue modestly by means of incremental movements 
against a trade-weighted basket of currencies. In an index with May 1970 
as 100, the value of the Australian dollar has been reduced from 92.5 in 
July 1977 to 87.7 as of late March 1978. This reduces the dollar to nearly 
the same level as it was immediately following the 17.5 percent November 
1976 devaluation, when it stood at 86.9 on the index. However, relatively 
more rapid Australian inflation has considerably reduced Australia's price 
benefit vis-a-vis its trading partners in the intervening 1 years. 


IMPLICATIONS FOR THE UNITED STATES 


U.S. Exports 


The U.S. dollar has depreciated in value slightly more rapidly than the 
Australian dollar since July 1977, and even more substantially over a 

longer span. At the end of January 1977 the dollar would buy U.S.$1.09, 

while in March 1978 it could be exchanged for U.S.$1.15. Taken in conjunction 
with the lower U.S. rate of inflation, American goods have accordingly 

become measurably more attractive in absolute terms. 


American goods have also become more attractive in relative terms, in 
comparison with Australia's other major trading partners. For example, 
in January 1977 the Australian dollar would buy 2.64 German marks and 315 
Japanese yen. In January 1978 it would buy only 2.40 marks and 275 yen. 


Despite the uncertainties attendant on international exchange rate move- 
ments, it seems safe to predict that U.S. exports to Australia will 

continue to grow in real terms, even though Australian imports in total 

are likely to show little if any upward movement. The most promising 
product areas would appear to be those in which demand for American products 
has continued strong despite the economic slowdown. 





These areas include: computers and peripheral equipment; business 
machines and equipment; pumps, valves and compressors; agricultural 
equipment; industrial equipment; mining and heavy construction equipment; 
automotive maintenance and repair equipment; biomedical equipment; 
communications equipment and systems; metalworking equipment; power 
generating and distributing equipment; printing and graphic arts equipment; 
security and safety equipment; and food processing and packaging equipment. 


American leisure-time goods also enjoy a good market in Australia because 
of their reputation for quality at reasonable prices. There should be 
opportunities for increased sales of recreational, camping and sporting 
equipment, kitchenware and implements, hand tools, hardware of all types, 
arts and craft materials, fashions, marine hardware, toys and games, and 
furniture. 


Companies exporting to Australia would be well advised to determine through 
their local agents whether or not a comparable product is produced locally. 
If there is no competing local product, their agents will be eligible to 
secure a Customs by-law, which permits duty-free importation of otherwise 
dutiable goods. More than half of U.S. exports to Australia enter duty- 
free by virtue of such by-laws. 


Exporters utilizing the by-law procedure should understand, however, that 
while by-laws are routinely granted, they are also routinely withdrawn. 
Should an Australian company begin manufacturing a somewhat similar 
product, or even formally express an intent to do so, the pertinent by-law 
will be withdrawn, without warning and without recourse. Accordingly, in 
undertaking market development expenditure for products admitted under 
by-law, exporters should consider that the by-law may be withdrawn at any 
time and the statutory rate of duty reimposed. 


Investment Prospects 


The Australian government now encourages foreign investment and has adopted 
a pragmatic policy in applying its foreign investment guidelines to 
accommodate investors. Potential investors may obtain a publication 
entitled Investment in Australia directly from the Foreign Investment 
Review Board, c/o The Treasury, Canberra, A.C.T. 2600, Australia, or 

from Australian diplomatic and consular posts in the U.S. 


While the official climate is receptive to foreign investment, its 
attractiveness will also depend on the perception by investors of official 
government policy, now that the December 1977 elections have given it a 

firm mandate, as well as the extent to which the Australian economy recovers 
and the Australian cost structure falls to a level more comparable with 

that of other potential host countries. Increased investment in minerals 
also depends to a large extent on more favorable demand conditions in 

world markets. 





Commercial Services Available to American Businessmen 


U.S. Commercial Officers in Australia can provide American businessmen 
with a wide range of commercial services and assistance. Because of 
special opportunities for increased sales in selected product lines, 
Commercial Officers at the U.S. Consulates in Brisbane, Melbourne, Perth 
and Sydney and at the American Embassy in Canberra will be giving particular 
emphasis throughout U.S. FY 78 (now October 1977 through September 1978) 
to the markets for Computers and Related Equipment, Food Processing and 
Packaging Equipment, Consumer Goods and Process and Pollution Control 
Instrumentation and Equipment. In addition, an extensive effort is being 
made to encourage even more Australians to visit the U.S., both for 
business and pleasure. 


The new U.S. Marketing Center in Sydney will feature exhibitions of U.S. 
equipment, systems, and technology in Business Machinery and Equipment; 
Computer Assisted Design Equipment, Process Control Instrumentation, 
Industrial Equipment, and Machine Tools; and early next fiscal year, 
Telecommunications Equipment and Mining and Exploration Equipment. Details 
on the venue and particulars of these events can be obtained from the 
Marketing Center in Sydney, 4 Cliff Street, Milson's Point, New South 
Wales 2061. 


Several additional U.S. Government sponsored trade promotion activities 
are now being planned for next fiscal year. U.S. businessmen wishing 
up-to-date information on any of these activities should contact the 
Marketing Manager for Australia, Office of International Marketing, U.S. 
Department of Commerce, Washington, D.C. 20230 (Area Code 202, 377-3646). 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce. / 7 


Washington, D.C. 20230. 
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